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Arizona Corporation Commission Staff (“Staff’) hereby files its responsive brief in this 

matter. This brief primarily 

set forth by the other parties briefs. To the 

address any particular issue, 

brief, filed on January 22,2007. 

es upon its discussion of those i 









Test., herein rred to as “Dittmer Supple Ex. S-39 at 7). These forecasts of “total 

company operating results” include APS’ FERC-r d transmission o rations. Id. Although 

these FERC-regulated assets are normally not relevant to retail rate proceedings, th 

total company basis 

’ on the Company’s transmission assets. 

at 351), thus affirming 

investment. Acc 
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proceeding perfoimed a DCF analysis, although each assigned a different degree of 

DCF results. While R witness Hill relied heavily upon his DCF results, APS witness Avers 

aliiiost entirely discounted his DCF results. Staff witness Parcell’s analysis, by contrast, represents a 

sort of middle ground: Mr. Parcell’s cost of equity analysis relies upoil his DCF results, he 

does not rely upon the sively. (Parcell Direc 

arcell’s DCF results range from 9.0-1 

z.e., 9.5-10.0, in order to recognize the addit 

at 3240, 3259-60). Staffs approach is therefore a 

results along with the ofApS7 risk. Id. at 3259- 



Id. Staff witness Parcel1 also disputed the Company’s contention that the DCF model contains ; 

downward bias, lbeit for somewhat di ent reasons. In his discussion of the effects of overal 

economic and financial conditions, he drew the following conclusion: 

It is apparent that capital costs are currently low in comparison to the levels that 
have prevailed over the past three decades. In addition, even a moderate increase 
in interest rates, as well as other capital costs, would still result in capital costs 
that are low by historic standards. Therefore, it can reasonably be expected that 
cost of equity models, such as the DCF, currently produce returns that are lower 
than was the case in prior years. 

12; see also id. at 9-10). 

F model, APS claims that it has demonstrated the alleged “downward 

percent respectively. Second, Value Line reported as of September 1, 2006, th 



below’’ ten percent. (Tr. at 2054-57). This information is consistent with Staff witness Parcell’s 

conclusion that, due to the current level of c costs, cost of equity mo 1s are likely to produce 

results that are low by historic standards. (Parcell Direct at 12; Parcell Surrebuttal at 5). 

mpted to conclud at Staffs recommended cost of equity estimate is identical 

to that adopted for A P S  in its last rate cas and therefore merely maintains th 

witness Parcell, however, explained why this conclusion is incorrect: 

Q. Your recom ndation, sir, of a r on equity of 10.25 percent is th 
rate of return at the present time; correct? 

’s a simple que 

A. It’s yes and no, 
10.25 percent agreed to in the 2003 case, which was settled in 2005, was 



various rating agency statements in arriving at his recommendation. (Tr. at 3270-711; 3282-88; 

92; 3294-3303; 3305-06). 

APS contends that Staffs recommendation is inconsistent with the testimony of Staff witness 

Rogers, which was filed in a recent case. In his surrebuttal testi Mr. Parcel1 addressed these 

allegations: 

[M]y review of Mr. Rogers’ te 
similar. In his testimony, Mr. Rogers recommended, for Paradise Valley Water 
Company.. .a return on equity range of 9.6 percent (DCF results) to 10.0 percent 
(CAPM results) plus a 0.6 percent “upward financial risk adjustment” which was 
designed to recognize the financial risk associated with the 36.7 percent common 
equity ratio of the utility. In the case of Paradise Valley Water, the subject utility 
had more leverage and thus financial risk than the proxy group. In the case of 
APS, on the other hand, the opposite situation occurs, since APS has a higher 



applied in a measured and reasonable manner. The Commission should therefore adopt Staffs 

recommended cost of equity for purposes of determining APS’  rates. 

PENSION EXPENSE 

ittmer explained, layering APS’ proposed 

AS 87-determined pension 

ad to a double or over-recov 

ly includes a “c 

cant element of the Staff 

catch up” provi 

applied in a measured and reasonable manner. The Commission should therefore adopt Staffs 

recommended cost of equity for purposes of determining APS’  rates. 

PENSION EXPENSE 

As Staff witness Dittmer explained, layering A P S  ’ proposed five-year accelerated “catch up” 

adjustment on top of the FAS 87-determined pension 

a double or over-recov 

element of the Sta 
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6 through 15, in my opinion, from what I’ve seen so far. I do not know how you 
cannot create a cas w problem with this proposal. 

. at 4217-18 (emphasis added)). S’ proposal will not improve its cash flow position in the short 

term, because A P S  has committed to funding its pension trust with the incremental rate recovery that 

its proposal would generate. ’ proposal will also worse its cash flow position in the long term, 

because APS wil ave to refund the regulatory liability to its customers. APS’ proposal is not in the 

erests of either the Company 

H WORKING CAPITAL 

Staff and A P S  disagree over ice elements that should be reflected in the cash 

sdditional investment that should be reflected i 

2apital. ( A P S ’  Br. at 42). A P S  also contends that interest expense should be excluded from the 

he allowance for cash worki 
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1 i miEht have been 



ded in its cost of servi 



proposal to recover one-twelfth of its twelve-year forecast of maintenance expenses for PWEC. A P S  

unique approach for nonnaliziiig Sundance maintenance 

o the future to incorporate planned Sundance maintenance 

ils to note, howe 

expenditures when developing its Sundance normalization adjus 

edly uses a twelve-year forecast, but im 

he PWEC situation c 

maintenance expenditures will not occur until many years in the futur 

, Staff witness Dit cribed the risk for double recovery that APS’ proposal 

, the Commission creates the risk that ratepayers 

will pay for these costs both now and then again through future rates. (Dittmer Direct at 99; Tr. at 



A P S  is required to record all lobbying costs below-the-line, and its disregard of this 

should be disturbing. (Ditt Direct at 114). Recording lobbying 

i.e., below-the-line, does not preclude in seeking cost-of-service recognition for them in this 

ubsequent rate cases. Id. at 117. It does, however, require A P S  to propose a specific adjustment 

ts operating income in order to seek rate recovery o ese costs. Id. Proper accounting of these 

costs will ensure that expenses that are presumed 

not hidden within inappr ing the burden upon Staff auditors to uncover 

them. For these reasons, the Commission should specifically recognize that APS has failed to 

riate accounts, ther 



(Tr. at 4231). The Commission should follow this established policy and exclude lobbying e 

from APS’ rates. 

IX. INCENT COMPENSATION 



2 

3 





10 

nevertheless provide strong evidentiary support finding of imprudent 
management.. . . It would take tortured logic, indee nclude that the NRC’s 
hyper-critical comments about the Company’s management of the plant and the 
Company’s own admission of significant failures and shortcomings described in 
this report are consistent with reasonable and prudent managerial conduct from 

ce of Palo Verde going 

periencing a decline in 

performance, and o 



These factors are relev f the four out ified as imprudent by 

work for scrutinizing 

rmance standard is Palo Verde’s operations for 



Finally, Staff acknowledges that this event took place before the PSA became effective; 

ated with this outage are not re1 to the PSA. (See Tr. at 5274-76). 
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There's a difference between the company finding an issue and an NRC inspector 
dentifying an iss I think that if sometime earlier if the company had identified 
his issue and sai e may have a problem here, we're not sure, they could have 
gotten the time potentially to resolve it without having to shut the plant down. 
That's not -- you kn 

There's a couple of mechanisms. They can decl the RWTs to be operable but 
nonconforming. And I'm thinking the Kewaunee plant here has been mentioned, 
and there was a similar outage up there where actually the NRC identified a 
problem, and they took about 12 to 14 days to evaluate it before they -- and in that 
case the plant actually did shut down, but there was a period of time where they 

, you never really know until it happens. 

dn't immediately have to shut it 

have this problem, we think it will be solved in three or four days, can we have 
that period of time to work on it and resolve it? So I think there's 

about. If you're 
in the Palo Verde situation and an issue like that comes up, the NRC is probably 
going to be reluctant to give you any exemption to the ti period. But if you 
were, you lmow, a top performing plant, you might have etter chance of not 





The calculation costs of the outages of necessit ets the cost impact on the entire 

coal plants was already counted in the 

system balancing that still necessitated p hasing replacement power. (J obs Surrebuttal at 45). 

Clonsequently, the improved performance of the coal plants should not be considered as a 

factor because it is u e outages and woul 

itional information to 





I company for unchanged uttal at 35). As to dead bands and penalty caps, 

N P S  already inco orates a three-year s luat i om. Consequent 1 y , the 

Ilan provides an added buffering influence of several years of performance to alleviate the impact of 

in atypical year. (See Jacobs Surrebuttal at 37 

With respect to the C sal to include all load generation in the 

ff believes that su 1-inclusive plan would not serve any 

Cloal and nuclear power ar 

le costs are largely r 

damentally differe 

Fundamentally different. 

Iaseload generation 



Q. [Ulnder your proposal is it intended that the EIC will be collected before some 

er the forecast period. 

tions is yes, I think? 

A. Yes, subject to true up. 

es the EIC provide 

Q. Does the EIC provi 
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